Report of the auditor-general to the Northern Cape 
provincial legislature and the council on IKheis 
Local Municipality 


Report on the financial statements 
Introduction 

1 . I have audited the financial statements of the IKheis Local Municipality set out on pages 
XX to XX, which comprise the statement of financial position as at 30 June 2016, the 
statement of financial performance, statement of changes in net assets, cash flow 
statement and the statement of comparison of budget and actual amounts for the year 
then ended, as well as the notes, comprising a summary of significant accounting 
policies and other explanatory information. 


Accounting officer’s responsibility for the financial statements 

2. The accounting officer is responsible for the preparation and fair presentation of these 
financial statements in accordance with South African Standards of Generally 
Recognised Accounting Practice (SA standards of GRAP) and the requirements of the 
Municipal Finance Management Act of South Africa, 2003 (Act No. 56 of 2003)(MFMA), 
and the Division of Revenue Act of South Africa, 2014 (Act No. 10 of 2014)(DoRA), and 
for such internal control as the accounting officer determines is necessary to enable the 
preparation of financial statements that are free from material misstatement, whether 
due to fraud or error. 

Auditor-general’s responsibility 

3. My responsibility is to express an opinion on these financial statements based on my 
audit. I conducted my audit in accordance with International Standards on Auditing. 
Those standards require that I comply with ethical requirements, and plan and perform 
the audit to obtain reasonable assurance about whether the financial statements are 
free from material misstatement. 

4. An audit involves performing procedures to obtain audit evidence about the amounts 
and disclosures in the financial statements. The procedures selected depend on the 
auditor’s judgement, including the assessment of the risks of material misstatement of 
the financial statements, whether due to fraud or error. In making those risk 
assessments, the auditor considers internal control relevant to the entity’s preparation 
and fair presentation of the financial statements in order to design audit procedures that 
are appropriate in the circumstances, but not for the purpose of expressing an opinion 
on the effectiveness of the entity’s internal control. An audit also includes evaluating the 
appropriateness of accounting policies used and the reasonableness of accounting 
estimates made by management, as well as evaluating the overall presentation of the 
financial statements. 

5. I believe that the audit evidence I have obtained is sufficient and appropriate to provide 
a basis for my qualified audit opinion. 


Basis for qualified opinion 
Property, plant and equipment 

6. The municipality did not componentise all infrastructure assets in accordance with 
GRAP 17 Property, Plant and Equipment. As a result the residual values and useful 
lives of infrastructure assets with a gross carrying amount of R861 587 (2015: 

R1 502 082) were not assessed. I was not able to determine the impact on the net 
carrying amount of these infrastructure assets, as it was impracticable to do so. (Ex. 12) 

7. The municipality did recognise all items of property, plant and equipment in accordance 
with GRAP 17 Property, Plant and Equipment. Work in progress with a cost of R654 724 
was capitalised in 2015, however the project has not been completed and should remain 
in work in progress. Consequently, infrastructure assets and depreciation was 
overstated with R232 995 and R62 132 respectively, work in progress and accumulated 
surplus was understated with R654 724 and R359 597 respectively. (Ex.83) 

8. During 2015, 1 was unable to obtain sufficient appropriate audit evidence that 
management has properly accounted for infrastructure assets. The municipality could 
not provide evidence to substantiate some items of sewerage mains and purification 
plants, roads and refuse disposal site that belongs to them. I was unable to confirm the 
infrastructure assets by alternative means. Consequently, I was unable to determine 
whether any adjustment to the infrastructure stated at R60 927 032 in note 4 to the 
financial statements was necessary. My audit opinion on the financial statements for the 
period ended 30 June 2015 was modified accordingly. My opinion on the current 
period's financial statements is also modified because of the possible effect of this 
matter on the comparability of the current period's figures. 

9. During 2015, I was unable to obtain sufficient appropriate audit evidence regarding 
additions to other property, plant and equipment. I was unable to confirm other property, 
plant and equipment by alternative means. I was unable to determine whether any 
adjustment to the other property, plant and equipment in note 4 stated at R3 981 284 in 
the financial statements was necessary. My audit opinion on the financial statements for 
the period ended 30 June 2015 was modified accordingly. My opinion on the current 
period's financial statements is also modified because of the possible effect of this 
matter on the comparability of the current period's figures. 

Trade and other receivables from exchange transactions 

10. The municipality did not recognise receivables from exchange transactions in 
accordance with GRAP 104, Financial instruments. The underlying documents do not 
agree to the debtors’ age analysis, which was used to calculate the VAT provision and 
debtors with credit balances. Consequently, I was unable to determine whether any 
adjustment relating to receivables from exchange transactions stated as 

R8 327 073 in note 9 to the financial statements and the VAT payable in note 8 stated at 
R2 760 177 was necessary. Payables from exchange transactions were also 
understated by R882 203. Furthermore, due to this error the basis for the calculation of 
the impairment did not comply with GRAP 104. Consequently, I was unable to 
determine whether any adjustment to receivables from exchange and non-exchange 
transactions stated as R8 327 073 in note 9 and R4 356 654 in note 7 to the financial 
statements respectively were necessary. 



1 1 . We were unable to obtain sufficient appropriate audit evidence for the figures disclosed 
in the categories per service segments and by customer classification. I was unable to 
confirm the disclosure by alternative means. Consequently, I was unable to determine 
whether any adjustment to the disclosure of receivables from exchange transactions in 
note 9 to the financial statements was necessary. 


Other receivables from non-exchange transactions 

12. I was unable to obtain sufficient appropriate audit evidence for the sundry debtors of 
R1 055 846, as underlying records is not available to substantiate the balances. I was 
unable to confirm the sundry debtors by alternative means. Consequently, I was unable 
to determine whether any adjustment to the sundry debtors stated at R1 936 200 in note 
7 to the financial statements was necessary. 


Payables from exchange transactions 

13. I was unable to obtain sufficient appropriate audit evidence for suspense accounts, as 
underlying records is not available to substantiate the balances. I was unable to confirm 
the suspense accounts by alternative means. Consequently, I was unable to determine 
whether any adjustment to the suspense accounts stated at R1 256 972 
(2015: R695 915) in note 15 to the financial statements was necessary. 


Finance lease obligation 

14. I was unable to obtain sufficient appropriate audit evidence that the finance lease 
obligation for the current year had been properly accounted for, due to the underlying 
records not being available. I was unable to confirm the finance lease obligation by 
alternative means. Consequently, I was unable to determine whether any adjustment to 
the finance lease obligation stated at R2 648 932 in note 1 1 to the financial statements 
was necessary. Additionally, I was unable to determine whether any adjustment was 
necessary to property, plant, equipment, depreciation, finance costs, surplus and 
accumulated surplus. 


Revenue from exchange transactions 

15. The municipality did not recognise revenue received in advance relating to rental 
income in accordance with GRAP 9, Revenue from exchange transactions. 
Consequently, rental of facilities and equipment and trade and other payables from 
exchange transactions was overstated by R233 984 respectively. In addition, I was 
unable to obtain sufficient appropriate audit evidence for rent received included in other 
income. Consequently, I was unable to determine whether any adjustment to the other 
income as stated at R273 825 in note 22 to the financial statements or operating leases 
disclosure was necessary. 

16. The municipality did not recognise revenue in accordance with GRAP 9, Revenue from 
exchange transactions. Revenue foregone was recorded as part of the equitable share 
and not service charges. Consequently government grants and subsidies was 
understated and service charges overstated by R2 644 350 respectively. 



17. During 2015, the municipality did not recognise revenue from service charges relating to 
sewerage and sanitation in accordance with GRAP 9 Revenue from exchange 
transactions. Consequently service reflected as R8 620 679 in note 20 to the financial 
statements was understated by R365 938. Additionally, there was a corresponding 
impact on trade and other receivables from exchange transactions, surplus for the 
current period and the accumulated surplus. My audit opinion on the financial 
statements for the period ended 30 June 2015 was modified accordingly. My opinion on 
the current period's financial statements is also modified because of the possible effect 
of this matter on the comparability of the current period's figures. 

Revenue from non-exchange transactions 

18. The municipality did not recognise property rates in accordance with GRAP 23, 

Revenue from non-exchange transactions. Property rates were not levied according to 
the values on the valuation roll. Consequently, property rates and receivables from non- 
exchange transactions were understated by R679 240. Furthermore, the values of the 
property disclosed as R2 144 743 000 in note 19 to the financial statements does not 
agree with the valuation roll. Consequently, valuations disclosure is understated with 
R4 000 000. 

Expenditure 

19. The municipality did not recognise all expenditure, meeting the definition of expenses in 
accordance with GRAP 1 , Presentation of financial statements. The total auditors’ 
remuneration incurred was not recognised in the accounting records and the finance 
costs recognised relate to capital repayments of a loan. Consequently, auditors’ 
remuneration was understated by R1 221 220 and finance costs was overstated by 
R502 546 respectively. I was unable to determine the resultant impact. 

20. The municipality did not classify all items of expenditure in accordance with GRAP 1 
Presentation of financial statements. General expenses of R736 845 was incorrectly 
recognised as grants and subsidies paid and the movement in the provision of landfill 
sites of R819 142 was incorrectly recognised as part of employee costs. Consequently, 
grants and subsidies paid and employee costs were overstated and the general 
expenses and the provision for landfill sites expenditure understated. Additionally, there 
was a resultant impact on general expenditure and provision of landfill sites expenditure. 

Distribution losses 

21 . Section 125(2)(d)(i) of the MFMA requires that the annual financial statements of a 
municipality must disclose particulars of any material losses. No distribution losses were 
disclosed in the notes to the financial statements for the current and prior years in 
accordance with section 125(2)(d)(i) of the MFMA due to the municipality not 
implementing adequate control measures to reliably calculate these losses. In the 
absence of sufficient appropriate documents, I was unable to determine the total extent 
of the understatement in distribution losses disclosed by alternative means. 



Prior period errors 


22. Prior year errors have been corrected during the current year and not disclosed in note 
39 to the financial statements in accordance with the GRAP 3, Accounting policies, 
changes in accounting estimates and errors. These adjustments have been included in 
the accumulated surplus in the current year and the comparative figures have not been 
restated. 

Irregular expenditure 

23. The MFMA requires the municipality to include particulars of irregular expenditure in the 
notes to the annual financial statements. The municipality incurred expenditure in 
contravention of the supply chain management (SCM) requirements that were not 
included in irregular expenditure. In addition the municipality did not have adequate 
systems to maintain complete records of irregular expenditure. Due to this lack of 
systems, I was not able to confirm the amount of irregular expenditure to be disclosed 
by alternative means. Consequently, I was unable to determine whether any further 
adjustment to irregular expenditure, RO as disclosed in note 43 to the financial 
statements, was necessary. 

Cash flow statement 

24. I was unable to obtain sufficient appropriate audit evidence regarding the cash flow 
statement for the current and prior periods due to the differences between my 
calculations and amounts disclosed in the cash flow statement. I was unable to confirm 
the cash flow statement by alternative means. Consequently, I was unable to determine 
whether any adjustments relating to the cash flow statement in the financial statements 
were necessary. 

Qualified opinion 

25. In my opinion, except for the possible effects of the matters described in the basis for 
qualified opinion paragraphs, the financial statements present fairly, in all material 
respects, the financial position of the IKheis Local Municipality as at 30 June 2016 and 
its financial performance and cash flows for the year then ended, in accordance with the 
SA Standards of GRAP and the requirements of the MFMA and DoRA. 


Emphasis of matters 

26. I draw attention to the matters below. My opinion is not modified in respect of these 
matters. 

Restatement of corresponding figures 

27. As disclosed in note 39 to the financial statements, the corresponding figures for 
30 June 2015 have been restated as a result of an error discovered during 

30 June 2016 in the financial statements of the IKheis Local Municipality at, and for the 
year ended, 30 June 2015. 



Material losses/impairments 


28. As disclosed in note 26 to the financial statements, material losses to the amount of 
R1 1 717 033 were incurred as a result of a write-off of irrecoverable trade debtors. 

29. As disclosed in note 7 to the financial statements, a significant provision for the 
impairment of receivables from non-exchange transactions was provided which 
constitutes 66.09% (R8 492 607 / R12 849 261) of the total receivables from non- 
exchange transaction balances. 

30. As disclosed in note 9 to the financial statements, a significant provision for the 
impairment of receivables from exchange transactions was provided which constitutes 
72.41% (R21 854 939 / R30 182 012) of the total receivables from exchange transaction 
balances. 

Material underspending of the budget 

31. As disclosed in the appropriation statement, the municipality has materially underspent 
the budget on other expenditure to the amount of RIO 295 291. 

Additional matters 


32. I draw attention to the matters below. My opinion is not modified in respect of these 
matters. 

Unaudited supplementary schedules 

33. The supplementary information set out on pages 75 to 89 does not form part of the 
financial statements and is presented as additional information. I have not audited these 
schedules and, accordingly, I do not express an opinion thereon. 

Unaudited disclosure notes 

34. In terms of section 125(2)(e) of the MFMA the municipality is required to disclose 
particulars of non-compliance with the MFMA. This disclosure requirement did not form 
part of the audit of the financial statements and accordingly I do not express an opinion 
thereon. 

Report on other legal and regulatory requirements 

35. In accordance with the Public Audit Act of South Africa, 2004 (Act No. 25 of 2004) and 
the general notice issued in terms thereof, I have a responsibility to report findings on 
the reported performance information against predetermined objectives of selected 
development priorities presented in the annual performance report, compliance with 
legislation and internal control. The objective of my tests was to identify reportable 
findings as described under each subheading but not to gather evidence to express 
assurance on these matters. Accordingly, I do not express an opinion or conclusion on 
these matters. 


Predetermined objectives 


36. I performed procedures to obtain evidence about the usefulness and reliability of the 
reported performance information of the following selected development priorities 
presented in the annual performance report of the municipality for the year ended 
30 June 2016: 

• Development priority 1 : Basic Service Delivery on pages x to x 

• Development priority 2: Local Economic Development on pages x to x 

• Development priority 3: Good Governance and Public Participation x to x 

37. I evaluated the usefulness of the reported performance information to determine 
whether it was consistent with the planned development priorities. I further performed 
tests to determine whether indicators and targets were well defined, verifiable, specific, 
measurable, time bound and relevant, as required by the National Treasury’s 
Framework for managing programme performance information (FMPPI). 

38. I assessed the reliability of the reported performance information to determine whether it 
was valid, accurate and complete. 

39. The material findings in respect of the selected development priorities are as follows: 

Deveiopment priority 1 : Basic Service Deiivery 

Reliability of reported performance information 

40. The FMPPI requires auditees to have appropriate systems to collect, collate, verify and 
store performance information to ensure valid, accurate and complete reporting of 
actual achievements against planned objectives, indicators and targets. Significantly 
important targets were not reliable when compared to the source information or 
evidence provided. This was due to a lack of standard operating procedures for the 
accurate recording of actual achievements, monitoring of the completeness of source 
documentation in support of actual achievements and frequent review of the validity of 
reported achievements against source documentation. 


Development priority 2: Local Economic Development 

Usefulness of reported performance information 

41 . Section 41(c) of the Municipal Systems Act requires the annual performance plan to 
form the basis for the annual report, therefore requiring consistency of objectives, 
indicators and targets between planning and reporting documents. A total of 50% of the 
reported indicators were not consistent with those in the approved integrated 
development plan. This was due to a lack of documented and approved internal policies 
and procedures to address reporting requirements and a lack of consistent reporting 
and review of the presentation of the annual performance report by management. 


Reliability of reported performance information 


42. The FMPPI requires auditees to have appropriate systems to collect, collate, verify and 
store performance information to ensure valid, accurate and complete reporting of 
actual achievements against planned objectives, indicators and targets. The reported 
performance information was not valid, accurate and complete when compared to the 
source information or evidence provided. This was due to a lack of standard operating 
procedures for the accurate recording of actual achievements, monitoring of the 
completeness of source documentation in support of actual achievements and frequent 
review of the validity of reported achievements against source documentation. 

Development priority 3: Good Governance and Public Participation 

Usefulness of reported performance information 

43. Section 41(c) of the Municipal Systems Act requires the annual performance plan to 
form the basis for the annual report, therefore requiring consistency of objectives, 
indicators and targets between planning and reporting documents. A total of 100% of 
the reported objectives, a total of 75% of the reported indicators and a total of 50% of 
the reported targets were not consistent with those in the approved integrated 
development plan. This was due to a lack of documented and approved internal policies 
and procedures to address reporting requirements and a lack of consistent reporting 
and review of the presentation of the annual performance report by management. 

44. The processes and systems that produced the indicator/measure should be verifiable, 
as required by the FMPPI. A total of 50% of the indicators were not verifiable. This was 
because management did not adhere to the requirements of the FMPPI. 

Achievement of planned targets 

45. Refer to the annual performance report on pages x to x; x to x for information on the 
achievement of the planned targets for the year. This information should be considered 
in the context of the material findings on the usefulness and reliability of the reported 
performance information in paragraphs 45; 46; 47; 48; 49; 50 of this report. 

Unaudited supplementary schedules 

46. The supplementary information set out on pages x to x does not form part of the annual 
performance report and is presented as additional information. I have not audited these 
schedules and, accordingly, I do not report on them. 


Compliance with legislation 

47. I performed procedures to obtain evidence that the municipality had complied with 
applicable legislation regarding financial matters, financial management and other 
related matters. My material findings on compliance with specific matters in key 
legislation, as set out in the general notice issued in terms of the PAA, are as follows: 


strategic planning and performance management 


48. The service delivery and budget implementation plan (SDBIP) for implementing the 
municipality's delivery of municipal services and annual budget did not indicate service 
delivery targets and performance indicators for each quarter as required by section 1 
and 53(1 )(c) of the MFMA. 

Budgets 

49. Unforeseen and unavoidable expenditure incurred by the municipality was not approved 
by the mayor as required by section 29(1 ) of the MFMA. 

Financial statements, performance and annual reports 

50. The financial statements submitted for auditing were not prepared in all material 
respects in accordance with the requirements of section 122 of the MFMA. Material 
misstatements identified by the auditors in the submitted financial statements were not 
adequately corrected and/or the supporting records could not be provided subsequently, 
which resulted in the financial statements receiving a qualified audit opinion. 

Procurement and contract management 

51 . Goods and services with a transaction value of below R200 000 were procured without 
obtaining the required price quotations, in contravention of by SCM regulation 17(a) and 
(c). 

52. Contracts were awarded to bidders who did not submit a declaration on whether they 
are employed by the state or connected to any person employed by the state, as 
required by SCM regulation 13(c). 

53. Contracts were awarded to bidders based on points given for criteria that differed from 
those stipulated in the original invitation for bidding, in contravention of SCM regulations 
21(b) and 28(1 )(a) and the Preferential Procurement Regulations. 

Expenditure management 

54. Money owed by the municipality was not always paid within 30 days, as required by 
section 65(2)(e) of the MFMA. 

55. Reasonable steps were not taken to prevent unauthorised expenditure, as required by 
section 62(1 )(d) of the MFMA. 

Conditional grants received 

56. The municipality did not evaluate its performance in respect of programmes funded by 
the Municipal Infrastructure Grant and CoGTA allocations, as required by section 12(5) 
of the Division of Revenue Act. 



Revenue management 


57. An effective system of internal control for debtors and revenue was not in place, as 
required by section 64(2)(f) of the MFMA. 

58. Interest was not charged on all accounts in arrears, as required by section 64(2)(g) of 
the MFMA. 

Asset management 

59. An effective system of internal control for assets (including an asset register) was not in 
place, as required by section 63(2)(c) of the MFMA. 

Internal control 


60. I considered internal control relevant to my audit of the financial statements, annual 
report and compliance with legislation. The matters reported below are limited to the 
significant internal control deficiencies that resulted in the basis for qualified opinion, the 
findings on the annual report and the findings on compliance with legislation included in 
this report. 

Leadership 

61. The municipality did not have sufficient monitoring controls, exercise oversight 
responsibility and did not implement effective HR management to ensure adherence to 
the internal policies and procedures at a programme level and for purposes of taking 
corrective action. This is evident by material misstatement identified on financial 
statements; supporting evidence not submitted for auditing purposes, findings on 
performance information and non-compliance with relevant laws and regulations that 
were identified during the audit process. 

62. Action plans to address prior year audit findings were not monitored by the leadership of 
the municipality resulting in the reoccurrence of material misstatements in the annual 
financial statements and supporting evidence not submitted for audit purposes. 

Financial and performance management 

63. Weekly and monthly reconciliations were not always adequately prepared for financial 
items during the year including creditors, debtors and fixed assets. This has resulted in 
the municipality being required to rely on manual reconciliation at year end. Due to the 
significant increase in volume of manual reconciliation required, assurance processes 
were not implemented timely to ensure information is accurate and complete. As a 
result, a number of errors in the reconciliations were identified by the external auditors. 

64. The annual performance report contained numerous items that could not be traced to 
supporting listings and documentation. This was due to staff members within the 
reporting units not fully understanding the performance information requirements for 
audit purposes 



65. Management failed to monitor and review the financial statements and performance 
information to ensure the achievement of the fair presentation and this resulted in 
material misstatement on the annual financial statements. 

Governance 

66. The internal audit unit was not functioning effectively. 

67. The municipality did not to establish a functioning audit committee. 



Kimberley 
30 November 2016 



AUDITOR-GENE RAL 
SOUTH AFRICA 


Auditing to build public confidence 


